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PREFACE 



The Carnegie Commission on Higher Education declared in its June, 
1972, report. The More Effective Use of Resources, that a more effective use 
of resources is imperative for colleges and universities. Apart from its own 
analysis of how the ''new depression" in higher education had come about 
and its own recommendations about how to use resources more effectively, 
the Commission referred to five major research universities which had 
accomplished a good deal in the way of resource utilization, more than the 
Commissionwas actually advocating. 

It is, perhaps, worthwhile to look more closely at this recent experience. 
It may prove useful to make the actual issues involved as specific as possible, 
to know more about the actuail process and the matters to be resolved when 
resource reaJlocation is undertaken within a university. In addition, these 
experiences may indicate the extent to which common procedures; and 
common substantive decisions might be involved. Every university is neces- 
sarily unique, with its own environment, its own traditions, its own circum- 
stances. But within this context of unique characteristics might there be 
some common experiences as well? 

In undertaking this analysis, 1 have had the full cooperation of officials of 
five research universities, who have madeavailable to me various documents 
about their experience. Although much of this material previously was 
released for general review upon the individual campuses and in some 
instances quite widely off-campus, I have decided not to identify the 
universities. The essential need, as I see it, is to identify problem areas, not 
to commend or to criticize a particular university . 

The five universities are not the same ones cited by the CJarnegie Commis- 
sion. There is some overlap, but there is also some difference. These different 
experiences also deserve commendation; some simply occurred after the 
Carnegie Commission report was written . 

The definition of a research university, as it is construed in this analy.sis, 
conforms to the guidelines set forth in the Carnegie Commission categoriza- 
tion of higher education institutions. Indeed, all five come within the 
category of "Research University 1," the top fifty universities in the United 
States in terms of the volume of research activity funded by the federal 
government and in the number of doctoral di j^Tees awarded. Common 
experiences are more likely to occur among institutions of similar missions 
and complexities than among institutions which are quite dissimilar in their 
missions and structure. Moreover, because of the changing interest of the 
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federal government in funding extensive research programs for universities, 
these institutions have confronted severe budgetary constraints. 

A few words may also be needed about the meaning of the term ''resource 
reallocation." For some fifteen years between 1953 and 1968 or 1969, 
colleges and universities in this country generally practiced incremental 
budgeting, or incremental allocation of resources. Each fiscal year, a college 
or university anticipated increased income available to it with which to 
support its various activities of instruction, research, public service, auxiliary 
service, and student aid* This increased income was provided by state 
governments (primarily for instruction by public colleges and universities), 
by the federal government (primarily for research and student aid), by 
increased enrollments, by increased charges to students, and by increases in 
philanthropy. The task of management within a college or university was 
simply to allocate this incremental income in some kind of proportion 
among instructional programs and other programs of the institution. 

Around 1970, this incremental allocation of resources came to a re- 
sounding halt. Enrollments suddenly began to decline or to stabilize. Gov- 
ernmental Income ceased to expand. Resistance to student fee increases 
appeared. Philanthropy, for a variety of reasons, became less certain. College 
and university management suddenly had to switch from the incremental 
allocation of resources to a reallocation of resources. As one university 
document explained, the university was in transition from incremental 
budgeting to total budgeting in an environment of scarcity and uncertainty. 

Reallocation usually meant one of two things. Past trends in annual 
increases in expenditures, would have to be halted in order to adjust to 
reduced increases in income. Or, in some instances, reallocation meant a 
necessary adjustment in expenditure patterns to fit a zero growth in income. 

When income growth halts, one possible administrative response is to hold 
every activity and every staff person in place. But, in some instances, the 
decision to **hotd-fast" came too late, came after there were operating 
deficits in the gap between expenditures and income. To balance budgets, 
some reduction in expenditures was essential. In other instances, institutions 
were not content simply to stand still. Officials and others began to ask 
whether or not it might be desirable to make changes in the scope of 
activities or in the procedures or technology (productivity) of operations. 

Whenever the problem of reducing expenditures or reducing the rate of 
growth in expenditures occurs, management may consider resource real- 
location. It is in this sense that the term has been used in this discussion. 

JohnD.Millett 
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RESOURCE REALLOCATION 

IN 

RESEARCH UNIVERSITIES 



Why Resource Reallocation? 

In the four private research universities, the explanation for resource / 
reallocation was very simple. Each one had a current operating budget 
deficit in 1970-71. The problem was not one of merely cutting current 
expenditures, but of preventing the deficit from growing in magnitude in 
succeeding years and of taking effective steps to control the internal 
forces which had created the deficit. 

The problem for the public university arose by the appropriation action 
of the state legislature in 1971. As the academic year 1971-72 got under 
way, the uriversity found that, although the biennial appropriation for 
19714973 hiad been increased by the general assembly, all of the increase 
was earmarked for non-instructional programs. Not one additional dollar 
was available from state tax resources to be used for increasing instruc- 
tional expenditures. 

The general assembly appropriation came after the beginning of the fiscal 
year; thus, the state univlersity immediately had to take drastic action. The 
board of trustees, upon the advice of the president, ordered a six percent 
across-the-board reduction in the operating budget of every academic 
department and of other academic units for the year 1971-72 and a ten 
percent cut in the operating budget of all support units of the university. It 
quickly became apparent that a *'meat-ax*' approach to across-the-board 
reductions demanded heavier sacrifices from the small unit than from the 
large unit and created inequities in sacrifice. 

The resource reallocation problem of one private university could also be 
simply stated. That problem was to reduce an incremental increase in the 
annual operating costs of the university from a rate of twelve percent per 
year to six percent per year. As a goal, such a reduction in incremental 
budgeting sounds fairly simple. In practice, the university found that it 
could plan such a reduction only over a period of time. This particular 
university gave itself five fiscal years in which to achieve a balanced oper- 
ating budget. The deficits of the intervening years were compensated for 
by utilizing endowment funds. 
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Some of the private universities considered an across-the-board reduction. 
They rejected this approach, however, in order to avoid the experience of 
the state university. Eventually, all five universities adopted the same kind 
of procedure: a careful program-by -program analysis of expenditures, em- 
phasizing possible cost reductions, cost increases which might be postponed 
or even eliminated, and essential service costs which had to be maintained. 
This was a process o^ resource reallocation. It meant looking not just at 
incremental costs; it meant looking at all costs. 

All five universities found it desirable to give some special label to their 
resource reallocation process. In one instance, it was called simply a budget 
adjustment program; in another, it was labelled the resource allocation 
program; a third new process was called the retrenchment and reallocation 
program. . - . 

Machinery 

How shall a university develop and organize a resource reallocation 
effort? All five universities decided that the traditional machinery of budget 
preparation and review was inadequate to the task at hand. Although they 
did not lack confidence in budget personnel and processes as such, they 
recognized two needs which couid only be met, it was decided, by new 
organizational arrangements. First, it was necessaiy to dramatize the budget 
procedure, to give the total process a new attention and new emphasis. It was 
also important to involve academic management far more extensively in the 
whole budget process. This meant consultation on a large scale with faculty 
members and students. 

One university created two new offices, an academic planning office, 
under an associate provost, and a management studies office, under the 
vice president for business and finance. Both moves heralded the new and 
more intensive attention hencef orth to be given to all parts of the university 
budget, with emphasis upon careful planning of all academic activities and 
improved performance of all support or service activities. 

In another university, the president found it desirable to create a new unit 
under his own immediate direction, the office of budget and information 
service. The president assumed direct responsibility for this office because 
he wished to stress that resource reallocation would be considered equally 
for the academic and support units of the university. 

At one university, the problem of resource reallocation arose just at the 
time a whole new machinery of governance was developing. In the after- 
math of student disturbances in 1968 and 1969, a considerable amount 
of time and energy had been devoted to discussion of a new structure of 
authority in the university below the level of the board of trustees. As a 
consequence, a university community council was created, bringing to- 
gether representatives of the faculty, student body, operating staff, and 
administrative staff. A number of committees were established, including 
a priorities committee on resource allocation. This priorities committee 
^-^-nsisted of six faculty members, slj: student members (four under- 
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. graduate and two graduate students), three administrative officers, and 
one staff member. Three administrative officers, the provost (who was 
chairman), the vice president for financial affairs, and the dean of the 
faculty served ex officio. Just as the committee was organized, the budget 
crisis of the university was thrown into its lap. 

Two universities decided to approach their situation on an ad hoc basis, in 
preference to the establishment of any new administrative machinery. In 
one instance, the president decided to make resource reallocation his own 
personal assignment on behalf of the hoard of trustees. For this purpose, he 
utilized all existing machinery: his t^ersonal staff, his cabinet, the vice 
president for business and finance, the council of deans, and- the faculty 
consultative committee. In addition, the president carried on extensive 
additional consultation with department chairmen, senior faculty members, 
various student groups, and individual trustees. The president allowed 
himself two years in which to prepare a balanced budgetfor presentation to 
the board of trustees. 

In another instance, the university president decided to create an ad hoc 
committee on the financial crisis. Th^^ committee consisted of five deans of 
component colleges of the university, along with the vice president for 
administration. There were no faculty or student members, although the 
committee did meet with various faculty and student representatives. Be- 
cause, for several reasons, there was considerable urgency in the task to be 
performed, the president decided to assign this task to academic admin is- 
trators who seemed to stand halfway between the central administrative 
staff and the faculty groupings. This particular arrangement proved to be 
successful. 

The Need for Information 

In four out of the five universities studied, a common situation quickly 
was manifest. When the need for a thorough analysis of the existing resource 
allocation within the university was recognized as a desirable first step in 
resource reallocation, the university officials and the committees involved 
discovered that all the information they wanted was not readily available. 
And a good deal of time had to be spent in determining what information the 
committee members and administrators wanted. 

Without adequate information, there cannot be a resource reallocation 
process. Universities do have extensive information available for their 
administrators. The common difficulties seem to be that these data were 
scattered among various offices, that little attention had ever been paid to 
the interrelationships of available data, and that little systematic effort had 
been made to relate statistical data to budget data. As a result, the 
research universities fou*:H it necessary to collect and analyze extensive 
data in order to improve their customary budget procedures. 

Another deficiency was evident in the lack of budgeting data in relation to 
instructional program objectives. The budget for each instructional depart- 

fnt was, of course, well known, as was the staffing pattern of each 
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department. Data were available to show the course registrations of each 
department, the average instructional workload per department, and the 
average cost per course or per student credit hour. What was lacking was any 
clear-cut information about the breakdown or distribution of these costs 
by undergraduate versus graduate instruction, lower division versus upper 
division instruction, master's degree versus doctor's degree instruction. 
These kinds of data were virtually nonexistent, unless the university had 
established separate departments or separate faculties for undergraduate 
and graduate instruction. 

As soon as administrators and committees determinea what particular 
aspects of internal operation to examine, the next step was to find as much 
factual information as possible. In four of the five instances studied here, 
some special organizational arrangements were made to collect, analyze, and 
report statistical data. Significantly, one univei-sity actually created a new 
office, the office of budgeting and information service. The designation 
purposefully linked information service on the one hand and budget 
decision-making on the other. 

One university made a systematic effort to establish a new information 
collection and analysis procedure. Given the formal designation of the 
Course and Faculty Schedule Information System (CAFSIS), this informa- 
tion system was concerned with three major areas of university activity: (1) 
instructional courses (organization, enrollments, hours, and staffing); (2) 
instructional space and scheduling (the utilization of Instructional space and 
. the distribution of courses and students by time periods); and (3) faculty 
time (the allocation of faculty time to instructional activity). The system 
was designed to create a data file which would be uniform for all faculty 
departments and which could easily be related to budget determinations. 

The process of data collection was standardized by means of common 
forms to be filled out by each department four weeks after the beginning of 
the semester. One form reported all courses offered, the enrollment, the 
number of sections, the time schedule, the faculty staffing, and the faculty 
• contact hours per week per course, A second form provided data about 
student advising and tutoring; a third form provided data about faculty 
activity other than instruction and research. These data were tabulated, 
summarized, and made available in computer print-outs. The result was an 
anay of data, previously unavailable, about the instructional activity of the 
university. 

Planning 

As one reads the record on resource reallocation in these major research 
universities, questions about the state of academic planning arise. Riphtly or 
wrongly, one gains the impression that academic planning was largely 
absent, atleast in terms of a careful projection of long-range objrtives and a 
careful assessment of short-term programs. 

Any academic planning that did occur seems to have been practiced 
^ nrimarily at the departmental level or at the professional school level. 

ERIC 



Instructional personnel were concerned with obtaining faculty colleagues 
who would be outstanding in their scholarly achievement or promise, 
dedicated to the advancement of knowledge in their specialized field of 
interest, competent to carry on research activity, likely to attract research 
grants and graduate students, and certain to advance the scholarly reputa- 
tion and standingof the department. Itapparently was assumed without too 
much concern that federal government agencies or some other source could 
be found ready and willing to finance whatever the cost of all tl.is effort 
might be. 

Administrative personnel in the central management of the university 
were usually consulted only to the extent necessary to enlist support for 
research grant applications or to make certain that departmental plans would 
not be suddenly hampered by administration questioning. Whether or not 
departmental plans fitted institutional plans, whether or not there might be 
objectives other than research reputation, whether or not the financial 
resources would be available indefinitely to support departmental plans-- 
these issues seem to have been largely ignored. Academic administration was 
not geared to market analysis; it was geared to undert^ike whatever tasks 
faculty members were interested in pursuing and for which funds could be 
found. And presidents and their colleagues were expected simply to find the 
money faculty members wanted, not to surest that faculty wants were 
outrunning institutional income.' 

Resource reallocation brought with it a new interest in and concern for 
long-range planning. And, as of 1971, the computer was available as a tool 
with which 'o project trends and to introduce variables into planning 
calculations in ways never before available for administration and faculty 
planning. The ten-year projection of expenditures and of income bec£une 
fashionable once again in the research university. 

In reviewing their early efforts at resource reallocation, two of the 
universities gave considerable thought to the whole subject of planning- 
programming-budgeting as a system, or as an integrated process. In each 
instance the university carefully reviewed available information about 
PPBS to determine the extent to which these techniques of economic 
analysis and management decision-making might be applicable in the uni- 
versity setting. Each reached somewhat different conclusions. 

One study reported that PPBS was little more than the application of 
common sense to the process of allocating limited resources among com- 
peting ends. The process involved: (1) defining the objectives of the orga- 
nization as clearly and precisely as possible; (2) determining what is 
currently being accomplished for the money spent; (3) reviewing alter- 
native methods and their costs for achieving defined objectives; and (4) 
establishing a systematic procedure for bringing all this information to- 
gether when budget and other decisions must be made. 

As the university proceeded with its consideration of PPBS, it decided 
to set dovm some common working definitions. "Planning*' was defined as 
the analysis, discussion, and decision-making on resource allocation issues 
^ having implications for several years in advance. Cost-effectiveness and 
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cost-benefit analyses were a part of this planning. **Programming" was 
defined as the recording of planning decisions in a long-range planning 
documeni Tliis document would be organized by program or output- 
related categories and would indicate the costs involved in carrying out 
the programs. These costs would bo described in terms of dollars and 
personnel, plant, and equipment resources. Programming thus represented 
an approved plan. **Budgeting" was defined as the generation of detailed 
requests for the resources to perform the next year's increment of an 
approved plan, the review of th.^cr .requests for consistency with the long- 
range plan, the approval of huo^iots, and control, of the budget as 
approved. 

. The first step in implementing a planning-programming-budgeting sys- 
tem at this university was to eslablish program categories. It quickly 
became necessary to delineate several levels: graduate programs, Ph.D. 
programs, Ph.D. programs by field (arts and sciences, engineering, business 
administration), and Ph.D. programs by discipline. In addition, it .was 
necessary to develop interrelationships among these categories, in terms of 
interdisciplinary study and interdisciplinary support (mathematics in rela- 
tion to the physical sciences, bioiogical sciences, and behavioral sciences). 
And it was found that the establishment of program categories did not 
mean the abandonment of the traditional budgeting categories of depart- 
ments and objects of expenditure. 

Establishment of program categories was useful as a first step, but it 
produced no miracles. Data about the costs of a Ph.D. program in eco- 
nomics in comparison with the cost of a Ph.D. program in chemistry did 
not necessarily suggest any judgment about the value or priority of the 
two programs. There is no market value or price for determining the 
utility of the two outputs. Higher education is a social activity, and deter- 
mining the social utility of various social endeavors is not an exercise in 
rational choice or logic; it is an exercise in value judgment; it is a political 
choice. Does society need more education or better health; does society 
need improved housing or less atmospheric pollution; does society need 
more capital formation or a larger and different distribution of personal 
income? 

At the same time, this university found that it did help to know the 
costs of different instructional programs. Often the issue was not the 
relative value of the respective outputs but the relative costs of different 
methods or technologies involved in the production of those outputs. 
PPBS, the university decided, was not an exact science; it was an art form. 

If a university is to attempt PPBS, the president of the university and 
his or her principal academic and financial associates must be fully com- 
mitted to it. And that commitment must be communicated to all other 
parts of the university. It is^ not necessary to hire a substantial number of 
new staff personnel in order to implement PPBS. One or two professional 
staff people aided by a computer programmer, it was found, could ac- 
complish the task if the regular university personnel were cooperative. 
This ^'niversity also found it helpful to make a sharp distinction between 



budget analysis and budget decision-making* Analysis was a staff task; 
decision-making was the process of discussion and determination by the 
authority structure of the university* 

In -implementing PPBS, the university developed a format, shown in the 
accompanying table, which brought together essential 'data about activities 
and costs by department over a period of time. This kind of analysis was 
especially useful in determining the incremental costs involved if there 
were an increase in enrollment. It was found that in many instances incre- 
mental costs were considerably less than average costs. 

Another implication of program budgeting is the integration of costs 
and available income. No particular level of instructional costs is neces- 
sarily ideal in and of itself. The critical issue for university management 
was the relationship of costs to available income. As a consequence, it was 
necessary to determine what income a program might generate so that this 
income could be compared with projected expenses. 

In developing its program budget procedure, the university found it 
desirable to have various levels of aggregation: the department. level, the 
program level, and the university level. There was some uncertainty about 
allocating overhead or indirect costs to programs, as well as some uncer- 
tainty about dividing unrestricted gift and endowment income by 
programs. These issues were resolved, however, by allocating space costs 
on a square footage basis but retaining all other overhead costs on an 
unallocated basis. In effect, this arrangement recognized university sup- 
port as a program category. Unrestricted income appeared as income for 
this support program, A first determination of the university's program 
budget for instruction and general operation is shown in Table 2. These 
program data include housing and student aid. 

This university concluded that program budgeting could be of substan- 
tial usefulness in the university setting. The effort had produced a greater 
awareness of the total costs of the university. It had encouraged greater 
attention to the total implications of various decisions under considera- 
tion and upon costs in relation to income. It had promoted long-range 
planning, and it had resulted in a systematic approach to data collection 
and data use. There were difficulties as well. It was not easy to quantify 
objectives, especially when these had important qualitative attributes as 
well. The data system was difficult to maintain; academic personnel are 
not report-minded and tend to resent report requests. The output data 
always needed careful additional interpretation. And, although the system 
might provide information for the decision-making process, it was not a 
substitute for it. 

In another university, the staff analysts took the opposite position that 
program budgeting in the **text book" sense was not possible ' for the 
foreseeable future," This staff study declared that PPBS required five 
steps: (1) defining objectives; (2) developing long-range plans and 
programs; (3) converting plans and programs into an annual operating 
budget; (4) developing a reporting system comparing costs with budgets; 
and (5) developing indicators to show the relationship of costs to benefits. 
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TABLE 2 




PROGRAM BUDGET SUMMARY FISCAL YEAR 1972 






% OPERATING 


PROGRAMS 


JS MILLIONS 


EXPENSES 


1. Undergraduate Instruction 






Openiting Expenses 


-15.7 


21.6% 


Operating Income 


+16.1 




Operating Net 


+ 0.4 




11, Graduate Instruction 






Operating Expenses 


-13.4 


18.4% 


Operating Income 


+11.4 




Operating Net 


- 2.0 




HI. Sponsored Research 






Operating Expenses 


-29.0 


39.8% 


Operating Income 


+29.0 




Operating Net 


0.0 




IVi Unallocated (Support) 






Operating Expenses 


-14.7 


20.2% 


Operating Income 


+16.6 




Operating Net 


+ 1.9 




GRAND TOTAL 






Operating Expenses 


-72.8 


100% 


Operating Income 


+73.1 




Operating Net 


+ 0.3 
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Asserting that there was no way to define the benefits of higher educa- 
tion, this report declared that PPBS was not possible within the university. 
Obviously, this conclusion rested upon the assumption that benefit 
measurement is {.he essential ingredient of PPBS, If this staff report had 
used the term '^output'' instead of the term ''benefits," one wonders if the 
conclusion would have been the same. 

To be sure, there are differences of opinion within college and univer- 
sity management as to whether or not there are quantifiable outputs 
involved in higher education. It seems evident that quantifiable outputs 
are avJiilable. Whether these output measurements are satisfactory, or as 
satisiactory as might be desired, is another matter. 

In this instance, the university analysts decided that their resource real- 
location procedure had developed an input budgeting system which .pro- 
vided cost data for a limited range of output categories, which afforded a 
somewhat imprecise linkage between input and output, and which estab- 
lished an ill-defined and continually changing value system for assessing 
the benefits of the outputs of the university. Some would identify such a 
budget system as program budgeting; others might prefer a different desig- 
nation. The process itself was the essential concern under the new circum- 
stances of university management. 

This particular university study pointed out that there were at least 
three different ways of presenting budget data, illustrated in Table 3, The 
illustration makes no mention of outputs. In practice, the university 
designated a full-year equivalent student as the standard workload 
measurement for budget purposes. Moreover, the university utilized six 
program categories for establishing its general staffing standiirds for full- 
year equivalent students. These program groupings were: (1) standard cost 
lower division instruction; (2) high cost lower division instruction; (3) 
standard cost upper division instruction; (4) high cost upper division 
instruction; (5) first level graduate instruction, including pharmacy and 
law; and (6) second level graduate instruction, including medicine, den- 
tistry, and veterinary medicine. 

The data in Table 3 do not indicate the allocation of overhead costs. 
Presumably, overhead was treated as a separate program category, as 
gene/al university support of instructional activity. 

In any event, it seems clear that resource reallocation has compelled 
research universities think again about their long-range planning, to 
explore ways of relating plans to budgets, and to develop cost data in 
relation to outputs and to available income. 

Participation 

In all five cases of resource reallocation, a critical concern was the 
organization of and procedure for participation in the decision-making 
process. Whether participation was highly stmctured, informally struc- 
tured, or somewhere in between; the only common elements were those 
of time and energy. Participation is a demanding and exhausting 
Qi ►cedure. 
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TABLE 3 








ALTERNATIVE BUDGET APPROACHES 






L Organizational— Object Approach 




Unit 


Objects of Expenditure 


Total 




Salaries 


Supplies 


Equipment 


- 


Law 


$ 1,300,000 


$ 56,000 


$ 1,000 


$ 1,357,000 


Medicine 


7,000,000 


1,500,000 


2,500,000 


11,000,000 


Agriculture 


3,500,000 


1,010,000 


250,000 


4,760,000 




$11,800,000 


$2,566,000 


$2,751,000 


$17,117,000 




IL Organizational— Program Approach 


- 


Unit 




Program 




Total 




Instruction 


Research 


Other 




Law 


$ 1,051,000 


$ 205,000 


$ 101,000 


$ 1,357,000 


Medicine 


5,000,000 


6,000,000 




11,000,000 


Agriculture 


2,700,000 


1,550,000 


510,000 


4,760,000 




$ 8,751,000 


$7,755,000 


$ 611,000 


$17,117,000 




III. Object— Program Approach 




Unit 




Program 




Total 




Instruction 


Research 


Other 




Salaries 


$ 7,000,000 


$4,200,000 


$ 600,000 


$11,800,000 


Supplies 


1,050,000 


1,505,000 


11,000 


2,566,000 


Equipment^ 


701,000 


2,050,000 




2,751,000 




$ 8,751,000 


$7,755,000 


$ 611,000 


$17,117,000 



\ 



in one highly structured priorities committee, there was general agree- 
ment that the process of faculty, student, and staff participation in the 
membership and the deliberations had proven useful. All members had 
devoted substantial time to the work of the committee; deliberations 
benefited from the expression of faculty and student points of view, and 
communications were improved through shared data. No attempt was 
made to treat any of the budget data on a confidential basis, except that 
individual faculty salaries were not discussv^d and the names of large 
donors to the university were not released. 

In another instance, a considerable amount of time had to be spent by 
administrative officers in convincing faculty and student members of the 
retrenchment and reallocation committee that their inputs would receive 
careful attention. The initial attitude of most faculty and student partici- 
pants was that the administrative staff of the university already knew 
what it intended to recommend to the board of trustees and that the 
committee had been brought into existence solely to lend some degree of 
authenticity or acceptability to those decisions. A considerable amount of 
effort was expended simply in providing definite, concrete evidence that 
there were many aspects of internal budgeting which were unresolved and 
upon which recommendations of the committee would have substantial 
weight. 

It is tempting to halt at this point and to consider the matter of faculty- 
student hostility or distrust toward administrative personnel of a university 
as one of the major complications in the resource reallocation process. No 
one can deny the existence of this sense of hostility, no matter how 
irrational or how unjustified it may be. And in some instances, there are 
enough accumulated grievances of one kind or another on the part of faculty 
members and students to give this hostility some measure of justification. 

One university analysis pointed out, for example, that throughout the 
process of budget readjustment, there was a disposition on the part of 
faculty and students to believe that all the financial sacrifices would be 
visited upon them, while no financial sacrifices would be required of 
administrators. Constructing machinery to overcome this kind of attitude is 
one of the major concerns of president: and trustees. 

It is sufficient here simply to recognize that this hostility exists, that a 
budget process which seems to give particular weight to the points of view of 
administrative officers (especially of the support services) as against faculty 
and student points of view will be suspect, and that some kind of organiza- 
tional arrangement to mitigate this hostility seems desirable. And certainly 
one of the principal by-products of the resource reallocation process should 
be a new and better understanding of the nature and indispensability of the 
support services of a university . 

At another university, although, a vice-provost was given the specific 
assignment of examining academic budgets, the university president also 
appointed an advisory committee of five faculty members and two stu- 
dents to work with this official. The committee was quite active, espe- 
cially in the initial stages of the reallocation effort. In addition, the 
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university published extensive material, including tables and charts, about 
the budget in the university newsletter and in the alumni bulletin. The 
experience here seemed to indicate that as the university proceeded with 
the program and published more and more information about its budget 
problems, general faculty and student interest tended to decline. Interest 
was, of course, high whenever some specific proposal was being considered 
affecting some particular program or office; but this interest was usually 
(!onfined to the group or persons perceiving themselves to be directly 
related to or threatened by the proposal. 

If formal hearings were scheduled to obtain any recommendations 
about, budget needs, a few students and a few faculty members would 
appear to press some particular interest. When questions were asked about 
how to pay for these expanded services,' that was somebody else's 
problem. In particular, committees encountered a widespread belief that 
in a budget of fifty to one hundred million dollars a year, administrators 
could always find funds with which to support any effort in which they 
were really interested. 

Because of the prevalence of this attitude, committees and adminis- 
trative officers found it essential to relate university income to university 
costs, to clarify how much university income was restricted to specified 
purposes, and to point out that so-called general income (such as 
student tuition) had a general implication about its appropriate use. 
It proved to be counter-productive ever to separate the discussion of 
university needs from a discussion of university income. 

.Another consultation process was accomplished informally by the presi- 
dent and his associates. The president met with many different faculty 
and student groups throughout the university. The advantage in this 
arrangement was that the president had an opportunity to gauge faculty 
and student interest in the issues of resource reallocation and thereafter 
was able to provide information to and meet with various groups to the 
extent they were interested. 

There was general agreement in all five universities that the initial con- 
sultative arrangements and procedures could not be continued oi; the 
same scale and scope year aft^r year. When a budget adjustment program 
is first launched, participation in the consideration of the objectives and 
of the methods for resource reallocation is necessarily extensive. As al- 
ready noted, this process is exhausting and voraciously time-consuming. 
Both faculty members and students tended to react in the same way after 
the initial stage had been completed. They expressed the opinion that 
surely it was possible to devise some process less demanding of time and 
effort. 

Unfortunately, no university found any simple solution to the problem 
of involving all sectors of the university community in consideration of 
resource reallocation on a part-time, catch-as-catch-can basis. Resource 
reallocation is a problem in details, a problem in the balancing of one set 
of choices against another set of choices, a problem in careful considera- 
tion of the probable impact of any one particular decision. Should a 
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university reduce the volume of its student aid for undergraduates? 
Should the university eliminate graduate instruction in classical languages 
or in archaeology? Could the subsidy to the teaching hospital be reduced? 
Should, bookstore prices be cut? Should student tuition charges be in- 
creased? The list of issues can be extended almost indefinitely. 

There are no easy answers to these kinds of questions, and their consid- 
eration requires extensive attention. If faculty, students, and staff mem- 
bers wish to join ad?ninistrative officers in developing the budget 
recommendations which must eventually go to the board of trustees for 
action, then their participation in the process of considering those recom- 
mendations must be extensive. Indeed, the very act of participation is a 
guarantee that more time must be devoted to the budget process. Uni- 
versal participation has probahly increased five, six, or tenfold the 
number of man-hours in a university devoted to budget consideration. The 
real challenge is to prove that all these man-hours have produced more 
reasonable or generally more acceptable decisions about the utilization of 
university resources. 



The Scope of Resource Reallocation 

What parts of the university budget are particularly subject to resource 
reallocation? Each university, although all have not usually divided their 
budgets into five component parts (instruction, research, public services, 
auxiliary services, and student aid), tended to concentrate its concern 
with resource reallocation upon the instruction and the student aid 
budgets. 

One university published budget data setting forth those parts of the 
expenditure and income data which were subject to review in the reallo- 
cation procedure. Its research budget and its auxiliary service budget were 
omitted from this process. As shown in Table 4, the university provided 
data about the base year of 1970-71, the current year of 1971-72, and 
projections for three other years reflecting the changes made through 
resource reallocation. 

This university decided to omit its research and its auxiliary service 
budgets on the grounds that they did not constitute a special problem. 
The budget for sponsored research was expected to be balanced upon the 
basis of available income. Indeed, the normal procedure of federal govern- 
ment research granting agencies has been to reimburse the university for 
actual research expenditures as defined by the grant, plus some allowance 
for indirect costs. In this way, the formal costs of sponsored research are 
paid for by the sponsor. There may be other costs, however, which are not 
reimbursed and which are considered to be the university's contribution 
to research. 

In this instance, the university decided also not to review the auxiliary 
services: university housing, bookstore, recreation, and intercollegiate ath- 
letics. These services were expected to be self-supporting from charges or 
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from earmarked income and were not considered a necessary subject for 
review in the resource reallocation process. 

Another university made the same decision but later conchided that 
the decision was a mistake. It was found that the sponsored research 
budget had a profound impact upon the budget for departmental instruc- 
tion and research, hi addition, the budgets for auxiliary services, including 
intercollegiate athletics, were not in balance. More mcome had to be 
obtained for these operations, or the scope of the operations had to be 
reduced. 

Public service activities did not bulk large at the four private research 
universities, and, in the one public university, these projects were sepa- 
rately funded. Charges for continuing education in the private universities 
met the costs and even provided some **surplus" for academic depart- 
ments. None of the four private universities was engaged in public broad- 
casting. At one private university it was found that a dentistry clinic was 
running a deficit because of extensive dental care provided to the indigent 
of the city. The university insisted that the dental clinic receive increased 
income or reduce the clinic s service to the poor. By the end of 1972, 
some community funds were being provided to maintain this service. 

Medical Education and Teaching Hospitals 

Four of the five research universities studied were engaged in medical 
education; two operated their own teaching hospitals. In only one was 
medical education involved in the internal budget reconsideration. 

Two of the private research universities had succeeded in obtaining 
financial support for their medical education programs from their respec- 
tive state governments before tlie budget crisis became a matter of general 
university concern. Neither operated a teaching hospital; both had devel- 
oped cooperative instructional relationships with voluntary and public 
hospitals. Therefore, medical education was not an immediate budget 
problem for these two universities. 

Tlie public research university was operating teaching hospitals, but the 
state legislature had provided increased support for these hospitals at the 
same time it was unwilling to provide additional subsidy for instructional 
activities. The budget review process in a fourth university, however, led 
to a decision to increase patient charges at the teaching hospital and to 
eliminate care of indigent patients. The earmarked endowment income 
and the charges to patients for medical care (in addition to charges for 
hospital care) were sufficient to meet the costs of medical education. 

The whole subject of medical education, with the impact of medical 
research upon the cost of medical education and with consideration of 
the operating expenses of teaching hospitals, thus was not a matter of 
extensive concern in the resource reallocation process of these five re- 
search universities. This subject might have received greater attention 
under other circumstances and in other research universities. 
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Public Relations 



To what extent should the financial plight of a university be 
publicized? There is little agreement about the appropriate response to 
this question and even less record of experience upon which to draw. In 
one instance, the financial crisis of the university was given widespread 
publicity in the community. In another instance, the financial difficulties 
were certainly not concealed but neither were they publicized. 

A climate of crisis is sometimes essential in order to bring about change. 
One university was convinced that only with a widespread internal under- 
standing of impending doom would faculty and students accept substan- 
tial change without bitter resistance. 

On the other hand, there was fear in another university that a climate 
of crisis niight well prove to be counter-productive. Therefore, the presi- 
dent and his associates determined to present the whole effort of resource 
reallocation as a challenging chore, but not a ciitical imperative. They felt 
that general anxiety about the future of the university would result in a 
loss of morale, would suggest greater change than was actually contem- 
plated, would discourage external contributions, and, in general, would 
hamper rather than promote needed changes. 

Perhaps the decision about publicity and about the tone of the pub- 
licity is a unique one for a particular university at a particular time. 

Income in Relation to Expenditures 

The essence of the budget difficulty for most research universities is 
that the rate of increase of expenditures is higher than that of income. 
The experience of one private research university in 1970-71 and its pro- 
jections as made for subsequent years are shown in Table 5. The increase 
in expenditures in any one year became necessarily the expenditure base 
for the following year. If the increase in expenditures was greater than the 
increase in income, then operating deficits accumulated. This university 
faced a five year accumulated deficit of 10.5 million dollars in 1970-71. 
Unless the university was willing to draw down its endowment and its 
reserves by this amount, it had no choice other than to undertake a reallo- 
cation of resources. 

Moreover, a budget ?djustment program or a resource reallocation pro- 
gram is not a one-time proposition. The dynamics of operation at a re- 
search university are s ich that the rate of expenditure increase year by 
year may become cumulatively greater than the rate of increase in income. 
A deficit may be only one and one half million dollars in 1969-70 and sLx 
million dollars by 1974-75. An operating budget may be balanced in 
1972-73 and be badly unbalanced again in 1974-75. 

The circumstances for a second private research university are shown in 
Table 6. By stren uous effort, a 4.2 million dollar deficit in 1970-71 was 
reduced to zero in 1972-73. But the projections of income and expense 
for 1974 and 1975 showed increased deficits again. The university is 
constantly faced with bringing the dynamics of increased costs under 
control while reversing the dynamics of reduced income. 
18 
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Instructional Cost 



One private research university employed a generalized approach to the 
problem of analyzing instructional costs and income. This university con- 
sisted of a college of arts and sciences, a college of education, a college of 
business and public administration, a college of engineering and science, a 
school of the arts, a graduate school of business, a graduate school of 
public administration, a college of law, a college of social work, a school 
of continuing education, a college of medicine and a college of dentistry. 
The direct income and expenses of each instructional unit were deter- 
mined by the university. 

Direct expenses of each instructional unit consisted of salaries and 
fringe benefits for faculty and support staff (teaching assistants, secre- 
taries, clerk-stenographers, laboratory assistants), instructional sunpliea 
and equipment, travel, the costs of the dean's office, departmental library 
expenditures, and the costs of any space exclusively utilized by a single 
instructional unit* 

Direct income consisted of student fee income generated by the coui:5e 
enrollments of each instructional unit, any endowment income specifi- 
cally earmarked for the instructional unit, and any gift or miscellaneous 
income generated by the instructional unit. All of these sources of univer- 
sity income were credited to the particular colleges and schools of the 
university. 

Upon the basis of these data, the following results for the academic 
year 1970-71 were obtained: 



(Thousands of Dollars) 




Income as a 
Direct Percent of 

Expenditures Expenditures 



Arts and Sciences 
Education 
Business and Public 



$16,367 139 
6,966 158 



Administration 
Engineering and Science 
School of the Arts 
Graduate School of Business 
Graduate School of Public 



2,269 
4,995 
1,990 
4,596 



1,508 
3,722 
1,579 
2,825 



150 
134 
126 
163 



Administration 
College of Law 
College of Social Work 
College of Dentistry 
School of Continuing 



1,065 
3,844 
765 
3,256 



510 
2,355 

731 
2,099 



209 
163 
105 
155 



Education 



5,608 



4,675 



120 



21 



The university also had overhead costs to consider: the costs of admis- 
sions, registration, plant operation, student services, the general library, 
fiscal and accounting activities, personnel management, the operation of 
central services (purchasing, reproduction, mail, telephone), and the cost 
of top management. To these indirect or overhead costs was also added 
the cost of student aid provided from general income (not from ear- 
marked income). From these indirect costs were then subtracted general 
endowment and 'gift income not earmarked for any particular college or 
school. 

These items of income and expenditure were projected through the 
fiscal year 1974-75, through estimates of enrollment, projections of future 
costs, the calculation of possible economies in the operation of overhead 
services, and the projection of future income from student charges and 
from philanthropy. As a consequence, the university projected that each 
instructional unit would need to obtain income equal to 174 percent of its 
direct expenditures In order to balance the budget. 

In this approach, the university did not evaluate the di^sirability or 
quahty of any particular instructional program, nor did it establish any 
particular pattern of instructional procedure. Rather, the university 
simply told all instructional units, each school and college of the univer- 
sity, that they would have to manage their expenditures so that income 
would equal 1.74 times cost. Certainly, the implication of this approach 
was that each school and college could and should make such adjustments 
in staffing patterns, in faculty compensation, in other costs, and in the 
production of income as it pleased, provided thtit total income was 74 
percent greater than the direct expenditures. 

This kind of approach was often described by former Harvard President 
James B. Conant as the expectation that each tub would stand on its own 
bottom. The advantage to this arrangement is that it maximizes the 
management autonomy of each college or school within the framework of 
the university. The role of the university then centers on managing central 
services, faciUtating college and school activities as requested, and 
checking results to make certain that each unit does meet its assigned 
income target. The disadvantages to the arrangement are the hmited scope 
of central management and the encouragement given to quite varied 
practices and procedures within an enterprise claiming to possess some 
degree of internal coherence. 

In any event, this approach represents one method of resource realloca- 
tion within a large and diverse research university. 

Undergraduate Student Aid 

Two research universities directed a good deal of attention to the sub- 
ject of undergraduate student assistance. In one instance, the university, in 
the fiscal year 1971, was spending over two million dollars for student aid, 
which was approximately twenty percent of its undergraduate student fee 
income for that year. A many as forty-five percent of all freshmen were 
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receiving student financial assistance in some form. Of those two million 
dollars, some $500,000 were being provided from general (not ear- 
marked) income. 

Even more disturbing was the prospect that, by 1974, the student aid 
program at its current level of commitment would require t^vo million 
dollars from university general income. The university was facing substan- 
tial deficits in its operating accounts; the question was thus posed whether 
or not the university could continue to fund student aid at that level. 

The problem was referred to the standing committee on admissions and 
financial aid, which strongly urged that the university continue to offer 
financial assistance as needed to every student admitted. This position 
would have maintained the high academic standards of the admissions 
process and would have encouraged the enrollment of young people of 
high academic promise from middle income families. The difficulty with 
the committee recommendation was simply that it offered no proposals 
for financing this commitment. It was obvious that there were strong 
factions within the university opposed to a lowering of admission stan- 
dards for the general student body so that more persons from families able 
to pay the high tuition fees of the university might be enrolled. 

The resources committee which reviewed the recommendations of the 
admissions and financial aid committee agreed in principle. But the com- 
mittee realized that a student aid policy of this kind could be financed 
within a balanced budget only under one of two conditions: the. university 
would have to receive increased income for student aid or curtail instruc- 
tional expenditures (by foregoing faculty salary increases or by reducing 
the instructional staff). The resources committee would not recommend 
the second line of action; they expressed the hope that more funding of 
student aid would be forthcoming and proposed that the student aid 
program of the university should be modified until further income was 
available for this purpose. 

The resources committee decided there should be no reduction in 
student aid for disadvantaged students. Several years before, the university 
had pledged to provide all the financial assistance needed which would 
enable the university to enroll ten percent of each year's freshmen from 
black and other minority groups. These students were not expected to 
meet either the SAT scores or the high school record of other admissions. 
This phase of the admissions and student aid program was to be main- 
tained, with a slight increase in the loan portion of the student aid 
package for disadvantaged students. 

For all other students, the resources committee decided that the loan 
and work offer portions of the student aid package should increase and 
that the direct financial grant should be reduced to the level of income 
available to the university from earmarked sources. The decision seemed 
appropriate for the 1972 budget and for the budget projections of 1973 
and 1974. Whether or not the decision could be sustained beyond that 
time was uncertain, depending in large part upon the success of the uni- 
versity in obtaining increased sources of income for student financial 
assistance. 
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All five universities in varying ways wrestled with the student aid 
problem. The objectives of each university were similar: to select students 
for admission upon the basis of academic promise rather than upon the 
basis of the economic status of their families, and then to assist those 
students in meeting the tuition and other personal costs of enrollment in 
the university. The universities were not willing to change the academic 
standards for admission, although they were actually doing so for so-called 
disadvantaged students. The issue was formulated not in terms of the 
desirability of enrolling students of diverse academic backgrounds or of 
varied intellectual or cognitive abilities, but in terms of enrolling students 
on the basis of ability as opposed to wealth. 

The problem of student financial assistance is of critical importance for 
the research university located in a large city. Three of the five research 
universities were so located, and when they made-their deliberate policy 
choice to become major research universities, they turned their backs 
upon a possible commitment to the service of students drawn from the 
city itself. This policy decision was dictated by each university's definition 
of academic excellence and by the stated intention to be a national rather 
than local institution of higher education. A university designed to serve a 
local community must be prepared to enroll large numbers of part-time 
students and large numbers of students of diverse academic abilities. 

The research university located in a small community had no choice; it 
had to seek a student body on a national basis. The research university 
located in a large city had a choice, but the choice of local service was 
seen as incompatible with the desire or determination to maintain the 
status of a major research university. 

The problem of undergraduate student aid has to be examined in the 
context of the objectives and the resources of the institution involved. 
Thus was the matter reviewed in the process of resource reallocation 
within these five universities. 

Graduate Student Aid 

The subject of undergraduate student aid leads inevitably to the subject 
of graduate student aid, a considerably more complicated matter. The 
graduate, student is more closely tied to the mission of the research univer- 
sity than is the undergraduate student. A high quality program of graduate 
education and of basic research can only be maintained if the university 
enrolls high quality graduate students. Beyond this, the graduate student, 
far more than the undergraduate student, is likely to separate himself or 
herself from parental financial resources. Indeed, the idea of a needs test 
may not be at all appropriate for the graduate student. , 

In spite of the Twenty-sixth Amendment and the lowered age of 
majority in several of the states, one still thinks in terms of the under- 
graduate student entering higher education at eighteen years of age as 
having close parental ties and as having a reasonable claim to parental 
^"-ncial support. The graduate (or graduate professional) student at 
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twenty-two years of age is usually envisioned in a different family situa- 
tion. To be sure, especially in such graduate professional fields of study as 
law and medicine, the graduate student may continue to receive parental 
support. Yet, a considerable number of graduate students wish and expect 
to pursue graduate education with financing from their own earnings, 
from the earnings of a spouse, or from a fellowship stipend. 

Research universities first have to decide whether or not they should 
primarily enroll in their graduate programs students who have just re- 
ceived their baccalaureate and who desire to pursue graduate study on a 
full-time basis. Three of the five research universities in this review had to 
confront this issue. And, in general, each university recognized that it had 
to reduce its commitments for institutional support of graduate study. 
With some reluctance, each determined to enroll on a part-time basis a 
larger proportion of graduate students who lived in the city and who were 
already employed, an unavoidable decision in the light of the reduction in 
federal government fellowship support. 

To the extent that each research university continued to receive federal 
government research grants, a certain number of research assistantship 
positions remained available. These could be used to provide part-time or 
even full-time employment to graduate students. But these employment 
opportunities were not sufficiently numerous to maintain the quality and ' 
magnitude of graduate student enrollment desired by each research 
university. 

For research universities located in small communities, the problem of 
graduate student assistance was doubly acute, for large numbers of poten- 
tial students to be drawn on a part-time basis from a large city were not 
available, should they be needed. In these instances, graduate student 
enrollment depended upon the employment and fellowship offerings 
which the universities could provide. 

One university fixed the minimum desirable size of its graduate enroll- 
ment at thirteen hundred students. It was determined that this enrollment 
was necessary to maintain a quality program of graduate education uti- 
lizing the available staffing and other resources of the university. And, in 
order to enroll these thirteen hundred graduate students, the university 
had to be prepared to offer employment or fellowship appointment to at 
least twelve hundred students.. 

For the research university, a major policy issue is the extent to which 
teaching assistants shall be used in the, instruction of undergraduate stu- 
dents. During the 1960*s, some undergraduate students had complained 
that they seldom, if ever, encountered a senior faculty member in their 
course enrollments. Concerned about this criticism, research universities 
reviewed and began to modify their instructional practices. But if these 
changes involved fewer teaching assistantships, then graduate enrollments 
would be adversely affected. If graduate assistants were employed in the 
same numbers but with their teaching role curtailed, then the costs of 
undergraduate instruction would be substantially increased. 
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The research universities next had to ask whether it was desirable to 
continue to maintain graduate enrollments at the 1968-69 levels in the 
light of the changing employment demands for persons with doctoral 
degrees. Because of the concern with future employment opportunities 
for Ph.D. recipients, the research universities abandoned their plans fur- 
ther to expand graduate enrollment and tended to stabilize or even to 
reduce these enrollments. Four of the five research universities had grad- 
uate enrollments in 1972-73 which were ten to fifteen percent lower than 
in 1968-69, and which were about twenty percent below their pr§viously 
planned maximums. 

The basic issue remained: to what extent would each university provide 
support for graduate students? Between 1968-69 and 1973-74, one re- 
search university found that the number of graduate students supported 
by federal government grants would decline from nearly eleven hundred 
to under five hundred. If the graduate enrollment level represented by 
these students v^as to be maintained, the university would have to provide 
nearly 2.5 million dollars in fellowship support. 

The university decided to offer loans instead of fellowships to many 
graduate students. In the fiscal year 1971-72, this university found that 
fifty-two percent of those admitted to graduate school and offered loan 
assistance actually enrolled. Among students admitted to the graduate 
school and offered fellowship support, the acceptance rate was fifty-seven 
percent. Whether or not this favorable record on enrollment only with 
loan assistance could be maintained remained uncertain. 

The research universities are becoming more hard pressed to maintain 
the quality of the graduate school enrollment they seek: able students 
studying on a full-time basis and supported in part by fellowship or 
teaching assistantship appointments. Several of the universities were in- 
trigued by the possibility of an income contingent loan as a new source of 
student financing but were inclined to think that such an arrangement 
had to be introduced on a state-wide or even nationwide basis in order to 
be effective. - 

The Costs of Graduate Education 

It is essential carefully to examine the expense of instruction in the 
research universities. As these universities sought to gain some clear under- 
standing of the component parts of their expenditure outlays, they found 
information most readily available in some kind of outline as follows: 

Percent of 
Expenditures 



14 

2 



I. Academic Departments 
a. Instructional salaries 

(1) Faculty salaries 

(2) Teaching assistantships 
^ (stipend and tuition) 
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Percent of 
Expenditures 



b. Other salaries 8 

c. Expenses 10 

d. Benefits 4 

2. Special Research Centers and Institutes 

a. Salaries and benefits 7 

b. Expenses 6 

3. University Services 

a. Libraries 5 

b. Computer Center 2 

c. Security 1 

d. Other 1 

4 . Pla n t Operations 1 2 

5. Administration 

a. Academic 4 

b. General 6 

6. Auxiliary Services 

a. Dormitories and food service 5 

b. Athletics 1 

7. Student Aid 

a. Undergraduate 4 

b. Graduate 8 



In this array of expenditure data, two factors became immediately 
evident. Sponsored research in considerable part tended to be integrated 
with instructional activity; thus, a senior professor c. Jiemistry might be 
engaged in a sponsored research project ats well as in the instruction of 
students. And the second factor was the impossibility under this aggrega- 
tion of expenditures to determine the costs of undergraduate as distinct 
from graduate education. From this point of view, most academic depart- 
ments made very little differentiation in their budget planning between 
the expense of instruction and that of research and between the expense 
of undergraduate instruction and that of graduate instruction. 

In terms of dollar amounts, the percentage distribution of expenditures 
for the fiscal year 1971-72 at one research university is shown above. The 
largest single component of the budget was that for academic depart- 
ments, amounting to thirty-eight percent of the total. Although other 
components were by no means immune from review, it was essential in 
this university to look at the budgets of academic departments with some 
care. 

Indeed, in their review of resource allocations, research universities 
found that budgeting for faculty positions was the most complex aspect 
of their entire planning and budgeting process. This complexity arose 
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from built-in characteristics of faculty status: departmental oiganization, 
the procedures of recruitment, tenure appointments, compensation prac- 
tices, and workload standards. If a faculty member were awarded tenure, 
he or she expected to remain until retirement, unless lured away to an- 
other university. Compensation might involve income from general funds, 
research funds, or other restricted funds. Compensation also meant sab- 
batical leaves, which demanded reserves not less than seventeen percent of 
compensation per year, if it were assumed that the replacement would 
cost only half of the annual compensation. 

No issue, however, was more complicated or bothersome than that of 
workload. Faculty members considered research to be as important a part 
of their workload as instruction. Moreover, in a research university, there 
was a tendency to consider graduate instruction to be more important 
than undergraduate instruction. In addition, there were other demands 
upon faculty time: advising students and participating in the university's 
decision-making process. 

The research university could not avoid the issue of the cost of its 
commitment to graduate instruction and research. That cost was invari- 
ably revealed, first, in the instructional workload standard for faculty 
members. At one research university, the standard instructional load was 
six credit hours of course work per semester for full-time professors in the 
biological sciences, physical sciences, mathematics, engineering, medicine, 
and dentistry. For the humanities, the social sciences, and the applied 
social sciences (such as law, business, and social work), the standard work- 
load was nine credit hours of course instruction. In other research univer- 
sities, the standard was six credit hours for all faculty members. These 
standards applied to every faculty appointment regardless of class size, 
undergraduate or graduate instruction, or actual involvement in a research 
project. 

In one research university, a substantial effort was made to differentiate 
between the costs of graduate and undergraduate instruction. The results 
for 1969-70 indicated that undergraduate instruction, including the costs 
of student aid, student housing, and university overhead, came to $4,000 
per year per student. The costs for a graduate student, including fellow- 
ship assistance, housing, and university overhead, came to $12,500. Only 
the expense of sponsored research was omitted from these calculations. If 
these expenditures had been added to the cost of graduate instruction, the 
outlay per graduate student would have been over $37,000. 

In another research university, the resource reallocation process led to a 
decision to lift the ratio of full-time faculty members to undergraduate 
studenta to an average figure of one to twenty-two. The ratio became 
about one to eighteen when the full-time equi^'alent of teaching assistants 
was add^d to the full-time faculty equivalent. This decision was made in 
an effort to maintain the quality of graduate instruction. On a cost basis, 
it was estimated that this action reduced the average instructional expen- 
diture per full-time undergraduate student in arts and sciences from 
O nd $2,000 to $1,600. The instructional expenditure per full-time 
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graduate student in the arts and sciences was maintained at approximately 
$6,000. 

A third research university made a strenuous effort to determine by 
department the number of faculty positions which were properly allo- 
cated to instructional activity and the number properly allocated to spon- 
sored research. From a faculty manning table of 650 total full-time 
equivalent positions, it was found that 554 were properly carried on the 
instructional budget and ninety-six were properly carried entirely on the 
sponsored research budget. As the support of sponsored research threat- 
ened to decline, the future financing of these ninety-six faculty positions 
became a major concern. Actually, almost all of these faculty members 
drew part of their salary from the research budget and part from the 
instructional budget. The university concluded that it had a moral obliga- 
tion to retain their positions even if the special funding of sponsored 
research declined. It was thus critical to maintain the volume of sponsored 
research. If it were not maintained, then the faculty positions supported 
by this income would have to be supported by other income or eliminated 
upon the grounds of financial exigency. This elimination would not be a 
simple matter, the universities found, when it.entailed eliminating one half 
or one third of a faculty position. 

Only in one instance did a university completely eliminate a graduate 
program. In this case, the university decided after extensive discussion 
that its resources to maintain a graduate program in one foreign langu^e 
area were not adequate and the program was accordingly scheduled to be 
phased out over a period of three years. One criterion of evaluation was 
the rating of the program in relation to other graduate programs of the 
university as shown in the Roose-Andersen report for the American Coun- 
cil on Education in 1970. The savings from this action were calculated to 
be $50,000 in the first year and $125,000 by the fourth year. 

In another university, the resource reallocation process- led to a new 
procedure in making faculty appointments. If any vacancy from death, 
retirement, or resignation occurred in any department, no new faculty 
appointment process could be initiated until the long-range departmental 
plan had been carefully reviewed by the provost. In addition, the univer- 
sity found it feasible in terms of cost to encourage early retirements (at 
age 65) in order to provide opportunities to bring in younger men and 
women. 

With the problem of faculty tenure, on the other hand, a leady solution 
was not .so apjjarent. At least seventy percent of the faculty was tenured, 
and the universities worried about their ability to attract and retain 
younger faculty members. One choice was to have a one hundred percent 
tenured faculty. Another university developed special .resources with 
which to appoint younger faculty in anticipation of expected retirements. 

There is no demonstration in the record of these five research univer- 
sities of a university concern about the market for doctoral degree recip- 
ients. Each university seemed to assume that its particular mission was to 
^Hucate talent for basic research and for service in a research university. 
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To be sure, there was some discussion of a possible declining market for 
such educated talent. But there appeared to be no consideration of other 
possible markets for the placement of doctoral degree recipients. 

Other Economies 

In. each research university, many different kinds of reductions in 
expenditures were considered and some decreases actually achieved. Uni- 
versity publications were reviewed and some cutbacks in the number and 
size were ordered. Other reductions were made in the number of secre- 
tarial and stenographic positions; in the staff of th^ personnel office, 
which brought about a reduction in recruiting and counseling activity; in 
the number of organizational memberships; and in the size of the security 
force. Renovation of existing facilities and their more intensive utilization 
replaced planning for new facilities. Some cutback in janitorial services 
was made. The operation ot a bus service was eliminated. The level of 
heating was reduced in buildings* These kinds of actions were successful in 
obtaining some economies in operation costs. 

But, frequently, it was discovered that these economies were greatly 
offset by other increased costs: the increases in utility charges, in food 
prices, in compensation of the operating staff, in the cost of minority and 
women recruitment, or in the cost of printing. Most economies were 
quickly absorbed by rising prices and other rising costs* 

One university scrutinized the budget for intercollegiate athletics. The 
principal economies realized resulted from a reduction in pre-game 
training meals, the elimination of out-of-town travel support for the band 
and the cheerleaders, the elimination of general support for team ban- 
quets, a reduction in security at home games, a reduction in the size of the 
coaching staff, the elimination of freshmen teams in the sports where 
fresi:men were eligible for varsity competition, and a reduction in the 
contest schedule for certain sports, especially where extensive travel was 
involved. 

At another university a careful study of the feeding operation resulted 
in the closing of one dining hall. The number of choices in meal contracts 
offered to students was reduced, and during stated vacation periods meals 
were not offered. These actions reduced the size of the increase in 
boarding charges needed to ensure a fir.incially self-sustaining operation. 

Income 

The expenditure part of a budget was, of course, only half of the story; 
there was also the matter of income. The challenges to budgeting in a 
research university were how to forecast correctly and how to increase 
income. 

In several instances, the universities examined were embarrassed by the 
fact that actual income exceeded forecasts, while actual expenditures were 
'g- than those appropTixicu, In both the private and the public research 
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university, it is not easy to forecast gift income, governmental research 
grants and overhead reimbursement, endowment return, and student 
enrollments. For this reason, budget officers are likely to be cautious 
about their forecasts, especially when made ten months in advance of the 
beginning of the next fiscal year. 

In the private research university, the prospects of philanthropic sup- 
port are especially important. This fact is not always appreciated by fac- 
ulty or students. If such support is forthcoming on a sizeable scale, the 
problem of balancing income and expenditures becomes less troublesome. 
If such support declines, as it tended to decline between 1968 and 1971, 
for a variety of reasons, then balancing the budget is more difficult. 

The private research universities found that as they discussed income 
needs and expenditure levels with students, the students themselves 
recommended increases in tuition charges. Such increases were made, and 
much needed income was thereby obtained. These increases complicated 
the student aid budget but generally provided more income. 

In one instance, a university found that when it had made about fifty 
or sixty percent of its desired progress toward curtailment of expendi- 
tures, the members of the board of trustees themselves were encouraged 
to increase their own support of the university and provided all the addi- 
tional income necessary to balance the budget in 1971*72. 

The board of trustees in one public university reviewed herein had a 
long-standing policy that the state government should provide, on the 
average, seventy percent of the instructional budget and that the student, 
on the average, should provide thirty percent of the instructional budget. 
When the state government refused to appropriate instructional support 
sufficient to maintain this ratio on an incremental basis, the university 
confronted a fateful choice. One possibility was to reallocate resources in 
terms of reduced program outputs or of reduced program inputs. The 
other possibility was to increase the student proportion of the instruc- 
tional budget income. The university, in 1971-73, preferred to pursue the 
first course; it was unwilling to adopt the second line of action in advance 
of the 1973 session of the general assembly. But the university also found 
it necessary to begin to reconsider its policy position in preparation for 
the contingencies of 1973. 

Conclusion 



There was a general consensus in the experience of the five research 
universities that intensive efforts had to be made to bring income and 
expenditure in balance, that increases in expenditures should be reduced 
to the level of the slowdown in increased income, and that curtailments 
in expenditure or in increased expenditures should be made on a program 
basis. There was much discussion about establishing priorities among ex- 
penditure programs, but there were few, if any, criteria available or devel- 
oped for determining the utility or benefit of one program in comparison 
with another. 
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There was general agreement about the actual procedures involved in 
resource reallocation. Faculty members, students, staff, and adminis- 
trators had to be included in the consideration of income, expenditure, 
and priorities. The process was time-consuming; moreover, it called for a 
sizeable expenditure of intellectual and emotional energy" The efforts at 
communication almost always fell short of objectives; many persons in the 
academic community appeared apathetic about and little involved with 
the issues and their resolution. And there were always persons who were 
misinformed about the actual decisions or about the reasons for the deci- 
sions which were made. 

In all cases, the approach to resource reailocaticn involved a ciireful 
formulation of program outputs in relati:?i.' - ^ rost inputs. Another factor 
involved was a review of the technology of output production. If expen- 
ditures were to be reduced, then such reductioiis might involve changes in 
program outputs: a decrease in student aid, a decrease in enrollment, a 
decrease in the number of programs, a decrease in the scope of a program. 
It was essential for all constituent groups of the academic community to 
know what the consequences of decreased expenditures would be. The 
c.her possibility was to strive to maintain the ^ame level of output with 
reduced inputs; this meant a change in the work process, the technology 
of output production. The most obvious change was^to try tc maintain 
output with fewer man-hours of input. But other changes might be at- 
tempted, also, such as a reduction in the supplies and the equipment 
consumed in production. The university world is, of course, haunted by 
the fear that somehow a decrease in inputs will mean a decline in the 
quality of the educated student output. 

A major concern for the research university was the future of federal 
support for basic research. One gains the impression that, in the private 
research university, federal funding of research projects, to a very consid- 
erable degree, had been integrated into the overall university performance 
of graduate education, especially at the doctoral level. As a result, a 
curtailment of federal research support became, in effect, a withdrawal of 
income which had become essential to the program of graduate education. 
Faculty members engaged in research continued to hold or were ap- 
pointed to hold regular faculty positions. As research funding was 
stretched out or became more difficult to obtain, the private research 
university was not in a position simply to end the research project. The 
university had certain continuing commitments to people which it could 
not readily terminate. 

As the research universities began to plan for the academic year 
1973-74, their major concern was not the federal government level of 
research support but the federal government level of graduate student 
support. The prospect of a phasing out of fellowships and training grants, 
especially in the medical sciences, meant either further reduction in grad- 
uate student support or the development of new forms of graduate stu- 
O t support. In the light of the current job market for educated research 



talent, the research universities were confused about the desirable course of 
action to adopt. 

One also gains the impression that the public research universities were 
less affected by federal government research funding than by changes in 
state government funding of genieral operation. The public universities had 
done less to integrate research projects with graduate education. Perhaps 
the continued expansion of enrollment at the public research universities 
during the 1960's gave the universities somewhat more flexibility in han- 
dling faculty appointments. In any event, a slowdown in state government 
funding created the financial crisis for the public research university. 

The problem of how to obtain increased income bulked large for all the 
research universities. For the private research university, there were only 
two major prospects: increased charges to students and increased philan- 
thropic giving. Because of the budget stringencies, students came to see 
that the alternative to tuition was increased social support, support from 
a society often criticized as racist, aggressive, hypocritical, and immoral. 
The private universities also sought federal and state governmental 
support. 

For the public research university, increased income depended pri- 
marily upon the actions of state governments. As these prospects declined, 
the pubhc universities had to look elsewhere: to increased charges to 
students, to federal support, to philanthropy. These possibilities were 
being given serious thought in 1972 and 1973. 

The research university had a dual commitment; there was a commit- 
ment to research as a means of advancing man's knowledge and a commit- 
ment to the instruction of students. The first commitment had been 
largely financed by the federal government since 1945 for both the private 
and the public research universities. The prospects for continued research 
activity, however, were dim, unless federal funding continued. 

The commitment to students was financed for the private research 
university by charges to students, by philanthropy, and by an integration 
of federal research support with graduate education. For the public re- 
search university, instructional activity was supported primarily by the 
state governments. 

With higher education in general and basic research activity (other than 
that in the health sciences) receiving a reduced pubHc priority after 1969 
and 1970, at both the federal and the state levels, the research universities 
had no choice except to review their allocation of available resources 
among their various programs. Resource reallocation was a painful pro- 
cess. 
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THE MANAGEMENT OF RESOURCES 
THE EFFORTS OF ONE PRIVATE RESEARCH UNIVERSITY 



CONTROLLING EXPENSES 

• Not filling certain staff and 
faculty service 

• Eliminating the use of tempo- 
rary personnel 

• Reducing administration 
staff and clerks and secre- 
taries throughout the 
university 

• Automating routine tasks 

• Stretching out expenditures 

• Consolidating administrative 
offices 

• Establishing firm spending 
limits for each budget center 

• Starting and completing the 
budget process earlier 

• Making office equipment 
more theft-proof 

• Cutting back on repairs 

• Eliminating professional 
interior decoratinf for new 
buildings 

• Closing buildings at nights 
and over week-ends 

• Modifying campus grounds- 
keeping to eliminate costly 
areas of maintenance- 

• Reducing printing costs 

• Cutting back on office 
supplies 

• Reducing number of 
telephones 

• Modifying puvchasing proce- 
dures to improve competitive 
bidding 

• Cutting back on purchase 
of new equipment 



INCREASING RESOURCES 

• Raising tuition 

• Improving investment of 
cash balances 

• Investing endowment in 
high-yield securities 

• Increasing gift solicitation 
from alumni, trustees, 
parents, friends, and 
corporations 

• Selling non-productive 
properties 

• Raising rents in university 
property 

• Renting space to other organ- 
izations 

• Increasing room charges 

• Increasing overhead charges 

• Obtaining state aid for 
medical and dental edu- 
cation 

• Charging higher fees in 
clinics 

• Intensifying recruitment 
of students 

• Renegotiating leases 



THE MANAGEMENT OF RESOURCES 
THE EFFORTS OF ONE PRIVATE RESEARCH UNIVERSITY 



CONTROLLING EXPENSES (cont*d) 

• Cutting down on rental 
equipment 

• Changing to a different 
computer 

• Improving space uti^'-^uion 

• Eliminating rentec ace 

• Reducing new otruction 

• Closing gradu j residence 
buildings 

• Updating and correcting 
mailing lists 



MANAGEMENT DIVISION PUBLICATfONS 



BY 1990: DOUBLED ENROLLMENTS. TRIPLED COSTS. Charts siiowing the chron- 
ic financial squeeze with wliich most urban universilies will liave lo learn lo live. 

MEETING THE FINANCIAL PINCH AT ONE UNIVERSITY, The university is 
Princeton ; the saving~one million dollars-reflects the impact of Provost William Bow- 
en's incisive memorandum explaining why the University needed to lighten its bell. 

3LACK STUDIES: HOW IT WORKS AT TEN UNIVERSITIES. After the ideological 
furor dies down, there are these management problems to solve: organization, faculty, 
money. 

319 WAYS COLLEGES AND UNIVERSITIES ARE MEETING THE FINANCIAL 
PINCH. An expanded check-list of practices being used right now to save money and 
increase income. 

THE ADVANTAGES OF WORK -STUDY PLANS. In addition to helping balance a 
university budget, work-study can attract capable students who need a chance lo earn 
their way» and make education more relevant for all students. 

SURVIVAL THROUGH CHANGE. A case study of a privately supported urban uni- 
versity's plan to fight the budget squeeze. 

A GUIDE TO PROFESSIONAL DEVELOPMENT OPPORTUNITIES FOR COLLEGE 
AND UNIVERSITY ADMINISTRATORS. Third expanded edition of a handbook 
identifying over 125 useful workshops, conferences, internships and fellowships sched- 
uled for 1973. 

RESCUE BEGINS AT HOME. Highlights of To Turn the Tide (Father Paul C. Reinert, 
President of St. Louis University), including an 1 1 - point self-help plan other institu- 
tions can follow, 

PUTTING COOPERATION TO WORK. A survey of how voluntary cooperation is 
helping colleges and universilies. 

PERSONNEL MAN/GEMENT IN HIGHCR EDUCATION. Three papers discussing 
general scope and problems, focusing on the current issues of tenure and collective 
bargaining, and suggesting ways lo decrease costs. 

HIGHER EDUCATION WITH FEWER TEACHERS. A survey of colleges and universi- 
lies which have recently increased their student-faculty ratio lo 20 to 1 or more, for 
those who are considering such a change and wondering how class size affects quality, 

THE CONTRIBUTIONS OF BUSINESS MANAGEMENT TO HIGHER EDUCATION 
MANAGEMENT. Report of a seminar, in which higher education administrators 
learned from business experience without losing sight of differences between the two 
institutions. 

FINANCING CURRENT OPERATIONS OF AMERICAN HIGHER EDUCATION. An 
analytical framework for comparing and contrasting the income and expenditures of 
publicly and privately supported colleges and universities. 

ALTERNATIVES IN STATE GOVERNMENT FINANCING OF HIGHER EDUCA- 
TION, A description and comparison of various state approaches lo the financing of 
students and institutions and the problems and policy decisions confronting them. 
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SYSTEMS MODELS AND PROGRAMS FOR HIGHER EDUCATION. A catalogue of 
current management information systems and computer simulation models available to 
colleges and universities for data collection and planning, 

LONG-RANGE PLANNING AND BUDGETING AT COLLEGES AND UNIVERSI- 
TIES. The sixth in a series of Academy papers, urging institutions to develop a system 
of comprehensive planning and suggesting methods for taking on this responsibility. 

Single copies of each publication are free. 

There will be charges for quantity orders of most publications. We will be 
pleased to provide, at your request, information on these charges. 
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The Academy for Educational Development, Inc., is a nonprofit tax-exempt planning 
organization which pioneered in the fleld of long-range planning for colleges, universi- 
ties, and state systems of higher education. It has conducted over 100 major studies 
for institutions throughout the country, as well as for national agencies such as the 
U.S. Offlce of Education, the National Science Foundation, the Agency for Interna- 
tional Development, and the National Institutes of Health. Additional information 
regarding the Academy's complete program of services to education may be obtained 
from its offices: 



New York: 
680 Fifth Avenue 
New York, N.Y. 10019 
(212)265-3350 

Palo Alto: 
770 Welch Road 
Palo Alto, California 94304 

(415) ni'iiio 



Chicago: 

LaSalle Hotel, Suite 222 
ION. LaSalle Street 
Chicago, Illinois 60602 
(312) 996-2620 



Washington: 

1424 Sixteenth St., N.W. 
Washington, D.C. 20036 
(202)265-5576 

Akron: 
55 Fir Hill 
Akron, Ohio 44304 
(216)434-2414 or 253-8225 



The Academy's Management Division was established in 1970, under grants primarily 
from the W.K. Kellogg Foundation, to help college and university presidents and other 
officials improve the administration of the nation's institutions of higher learning. To 
achieve this purpose, the Management Division conducts research publishes the re- 
sults, and organizes conferences and professional development programs. 

For further information about the Management Division, write or call: 

Management Division 

Academy for Educational E)eve]opment, Inc. 
1424 Sixteenth Street, N. W. 
Washington, D.C. 20036 
(202) 265.5576 



Single copies of this publication are available from the Academy at no charge. 



